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Ideas From Leading Experts

Wall Street joins the Internet. Wall
Street firms and mutual fund families
are creating “home pages” on the Inter
net. Boosters claim it will grow into the
international marketplace with more
than 50 percent of future brokerage
transactions. Information posted
includes recent deals, free stock quotes
and an interactive investment test.
Although there is worry about who will
make money with all of the free infor
mation floating around on the Internet,
the thought is that everyone will have
to adopt to the new technologies.
Investment Dealers Digest. June 26,
1995, page S2. (The American Institute
of CPAs, including the PFP Division,
is now on the Internet through Com
puServe Information Network. More
on this in the next Planner.)

Preferred risk programs growing in
popularity. Based on underwriters’
growing abilities to differentiate risks
and the desire to offer competitive
products, life insurers have increasing
ly marketed preferred programs that
are being further refined. The standard
nonsmoker class is being divided into
two risk categories: the preferred risks
covering the most favorable mortality
risks and all of the other nonsmokers.
The preferreds are charged a lower
premium. Among the criteria used
Continued on page 2
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By Stephen A. Moses
Stephen A. Moses, Director of Research,
LTC Incorporated, Seattle, WA, investi
gates what a good long-term health care
policy should include. Part II will investi
gate how to choose and what to expectfrom
a long-term care insurance specialist.

Some Practice Management
Considerations of Registering
with the SEC
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Your clients, along with the rest of
America, are living longer. Old age car
ries a big risk of frailty and illness. Every
one needs to plan for the high cost of long
term health care. Saving today so there is
cash to pay the bills tomorrow, however,
is not the best solution. Insurance is. The
difficulty is that long-term care insurers
Continued on page 3

From the Chairman’s Corner: Social Investing Revisited
by James A. Shambo
James A. Shambo, CPA/PFS, Chair of the
American Institute of CPAs Personal
Financial Planning Executive Committee,
discusses new developments in social
investing that could be of interest to
green-thinking clients.
Back in the February/March 1992
Planner, I put the subject of “social
investing” before the PFP Section Mem
bers in the article, “Social Investing Mak
ing Dollars and Sense.” A lot has hap
pened since then, and I thought an update
to this special investment consideration
was in order. The social investing move
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ment started in 1982 and has grown
beyond mutual funds.
Social investing now includes a con
cept called “relationship investing,” which
was coined by large pension funds. The
pension funds, using their collective
strength, make long-term investments of
10 percent or more of a corporation’s
stock. They then use this clout to put pres
sure on the corporation to improve its poli
cies that affect the environment, employee
relations and other social matters deemed
important.
The $80 billion California Public
Employees Retirement System (Calpers)
is leading in this strategy and upsetting a
Continued on page 2

TrendWatch
Continued from page 1

From the Chairman’s
Corner
Continued from page 1

are: no tobacco use; weight; normal
blood pressure; medical history;
acceptable results in blood, urine and
cholestoral tests; and no hazardous
sports or avocation activities. As the
changes evolve, underwriting experi
mentation may reach a level rivaling
any in the past. Best’s Review—
Life/Health, June 1995, p. 58.

Critical principles to consider when
selling your PFP practice. There are
four critical principles that underlie
the transferring of ownership of a PFP
practice:
■ Can the new owner make money
on the investment?
■ Can the new owner be fairly
compensated for managing the client
base?
■ Does buying a practice make
better sense than building from
scratch?
■ What will the seller do to help
ensure continuing client relation
ships?
Because your practice will be dis
posed of at some time in the future, it is
in your best interest to build your prac
tice so that it satisfies these principals.
They are designed to overcome the
problem—the breaking of client rela
tionships. Because there is no guaran
tee that the clients will move to your
successor, the value of your PFP prac
tice is diminished. Many purchasers,
however, would rather take their
chances with an established client
base, especially for established practi
tioners who are looking to expand.
Personal Financial Planning,
May/June 1995, page 9. ♦

few corporate board rooms in the process.
Critics charge that these activities tend to
micromanage the activities of the corpora
tions invested in. But because shareholder
rights’ issues cross a broad spectrum of
political opinions, many observers believe
giving shareholders more rights enhances
corporate responsiveness and accountabil
ity.
Cooperation in corporate reporting on
socially responsible issues has improved
over the last several years. In 1988,
Kinder, Lydenburg & Domini, a socially
responsible research firm, received coop
eration from less than 10 percent of the
surveyed companies. Today, almost 99
percent of the companies surveyed volun
teer information.
Why the change? Corporate character
has become more important to a new gen
eration of investors who view it as another
screen in highly competitive industries.
Another recent study showed that 76 per
cent of consumers consider corporate
character when determining their purchas
es. Clearly consumer stocks will be more
directly affected by this trend for two rea
sons. First, consumers have little influ
ence over nonconsumer products in con
trast to their influence over consumer
products. Second, social funds, in general,
invest more heavily in consumer stocks
while avoiding “dirty industries.”
In general, social funds will lean more
to consumer stocks because of their clean
er record. As a result, the investor should
be prepared for more volatility during
economic cycles that affect the consumer
sector. When companies in alcohol, tobac
co, gambling, aerospace or oil perform
well, social funds will likely underper
form. Investors wanting to retain the S&P
500 industry diversity can still participate
in “dirty” industries by looking for com

panies that are making efforts to improve
industry performance. Companies that
have signed the CERES principles, a code
of good environmental conduct, are ripe
for social funds and investors as they
attempt to encourage “clean” efforts.
These companies help restore some of the
industry balance needed to more closely
resemble the market as a whole.
Many no-load funds have entered the
social movement and include well known
fund family names, including Dreyfus and
Neuberger & Berman, as well as funds
dedicated solely to social investing like
Pax, Ariel, Green Century and the new
Women’s Equity Mutual. Calvert, a fami
ly of load funds, has even established a
Global fund for those wanting internation
al exposure.
For investors looking to avoid manager
risk and reduce cost, the most diversified
social fund is the Domini Social Equity
Fund which mirrors an index compiled by
Amy Domini and her partners at Kinder,
Lydenburg & Domini. With 400 stocks,
250 of which are in the S&P 500, the
index provides a low-cost alternative for
socially responsible investors, while
avoiding the risk of manager underperfor
mance. Investors should be aware, howev
er, that the Domini Social Index is over
weighted in retail and small company
stocks compared with the S&P 500.
Therefore, it creates a different investment
mix from the S&P 500.
Social opportunities also exist for those
who want to change the blight of our inner
cities. Community development financial
institutions (CDFIs) create economic
opportunities for institutions, businesses
and individuals who do not have access to
conventional financing. Today more than
300 CDFIs manage almost $1 billion in
private investments and deposits for com
munity development lending.
Three types of CFDIs are available to
the individual investor:
1. Community development banks
2. Credit unions
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3. Nonprofit pooled loan funds
The National Association of Commu
nity Development Loan Funds ((215) 9234754) in Philadelphia, can provide a list of
nonprofit community development
revolving loan funds. CFDIs adapt lend
ing guidelines to the needs of borrowers,
accept unconventional collateral and pro
vide training and assistance to borrowers.
Chicago’s South Shore Bank is an
example of how our money can do good.
Since 1973, the bank has financed the
rehabilitation of 30 percent of the commu
nity’s housing units. Community develop
ment banks in addition to Chicago’s South
Shore, include Shore Bank & Trust in
Cleveland, Community Capital in New
York and Elk Horn Bank & Trust in
Arkansas. The four banks have made more
than $400 million in community develop
ment loans with loan loss rates equal to or
better than those of conventional banks. In
addition, 42 community development loan
funds have lent more than $100 million
with less than a 1 percent loss rate. Further,
100 community development credit unions
have loaned over $2 billion with a loss rate
of less than 2 percent.
Does anyone doubt that we have to
rebuild our inner cities? Does anyone
expect it to be done by the government?
CFDIs can provide a safe alternative for
parking cash deposits while at the same
time doing good in our nation’s most
depressed areas. It is this point that social
investors are most adamant about. The
more we channel our money to companies
that reflect our values, the more our future
will include those values.
But what about the return on invest
ment? This has been the rallying cry of crit
ics of social investing. Can we achieve
competitive market-rate returns without
making moral and ethical compromises?
Research indicates there is no correlation
between a portfolio’s ethics and its perfor
mance over the long term. Indeed, for the
three-year period ended in 1994, the aver
age annual return of the Domini Social
Equity Fund underperformed the S&P 500
with dividends reinvested by .39 percent
and the Vanguard 500 Index by .23 percent.
If the social fund’s higher expense ratio of
.75 percent (compared with Vanguard’s .19
percent) was eliminated, the social fund’s
gross performance would have exceeded

the S&P and the Vanguard 500 Indexes by
40 to 50 basis points. Likewise, for the first
quarter of 1995, the Domini Social Equity
Fund returned 9.59 percent compared to
9.73 percent and 9.7 percent for the S&P
and the Vanguard 500s respectively.
Because manager underperformance is
still a risk in social funds, indexing may be
an attractive place to begin. Having said
that, social managers show no worse per
formance than their colleagues who do not
employ social screens. Of twenty-two
social funds, nine ranked in the top 50 per
cent or better for the twelve months ended
September 30, 1994. Four scored in the
top 10 percent. Manager performance
aside, it is the diversity and level of risk
within a portfolio that will determine per

formance, not the social screen employed.

Conclusion
Let me make it clear that in my practice
I do not push social investing on my
clients. They, like many of you, would
find these concepts outside of mainstream
thought. I do, however, devote my entire
personal portfolio to social funds. Further,
I urge anyone who shows an interest in
social investing to read more to gain a
greater understanding of the concept. I
ended my first article on social investing
with the old adage, “a tree is best mea
sured when it is down.” I noted that it did
not apply yet to social investing as the
fruit had yet to be borne. The early results
are now in and it looks good.

Long-term Health Care Part I: What to Look for in a
Long-term Care Insurance Policy
Continued from page 1

offer a numbing array of coverage options
and conflicting claims for their efficacy.
This article will introduce you to the fun
damental principles of long-term care
insurance. It will help you help your client
select the best policies with the most costeffective features.

Rule 1: Get Nursing Home Insurance
First
The purpose of insurance is to replace a
small risk of catastrophic loss with the cer
tainty of an affordable premium. Seniors
face a 9 percent probability of spending
five years or more in a nursing home at
$30,000 to $50,000 per year. That is a rel
atively small, but genuinely catastrophic
risk for most families. It is, however, an
insurable risk. Unfortunately, although
nursing home expenses account for 80
percent of the elderly’s annual medical
expenses in excess of $2,000, only 5 per
cent of seniors have purchased nursing
home insurance. On the other hand, 75
percent of seniors have Medicare supple
mental policies that mostly pay
deductibles and co-insurance for routine,
that is, noncatastrophic, medical bills.
They are overinsured for low risks and
underinsured for the big risk of nursing
home care.
So, the first rule is get nursing home
AICPA PFP Division

insurance. Then, if you can afford addi
tional protection, consider home health
coverage and other optional features that
are nice to have but not crucial. Work your
way down the hierarchy of risks; protect
against the greater dangers first until your
insurance budget runs out. By applying the
principle that insurance is only for cata
strophic risk, you will resist many seduc
tive, but unwise, sales pitches.

Rule 2: Use Leverage to Maximize
The secret to buying insurance is to
obtain the greatest possible protection at
the lowest possible cost. Long-term care
insurance offers many ways to leverage
maximum coverage at minimum expense.
For example, most policies are age-rated
with level premiums, thus the younger you
buy, the lower the premium. The follow
ing are also good leveraging techniques.
■ A larger deductible buys more cover
age for the same premium amount.
■ Lifetime policies give you unlimited
potential benefits for a set premium.
Incredibly, a policy purchased at age 55
and held for 30 years costs one-third as
much in total premiums as the same cover
age purchased at age 75 and held for 10
years. Unfortunately, the average age of
Continued on page 4
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Long-term Health Care Part I: What to Look for in a Long-term Care Insurance Policy
Continued from page 3
purchase for long-term care insurance is
68 years old, at which time some people
cannot afford any coverage and many can
not afford optimal coverage.

Rule 3: Avoid Investment Features
Another way to get the most coverage
for the lowest possible premium is to buy
pure insurance with no equity accumula
tion. Most people can obtain a higher rate
of return on their money by investing it
than by renting it to an insurance compa
ny, which has to charge administrative
costs and profits against the premiums
paid. Consumer advocates recommend
term life insurance that pays only if the
insured event (death) occurs. The same
advice holds true for long-term care insur
ance. For example, be wary of “nonforfei
ture” benefits that drive up premiums 30
percent or more but provide only a nomi
nal return if a policy lapses. Also, steer
clear of whole life insurance masquerad
ing as long-term care insurance.
Minimize long-term care insurance
premiums and invest or annuitize the sav
ings. Target a portion of investment pro
ceeds to pay premiums automatically so
that the policy can never lapse.

Rule 4: Do Not Be Paralyzed by
Features—Get a Policy in Force
Long-term care insurance is complicat
ed. Some people become so mesmerized
by all the bells and whistles that they buy
the wrong product or none at all. Applying
Pareto’s law: 80 percent of the value of
long-term care insurance resides in 20
percent of the available features. Work
with a long-term care insurance specialist
to prioritize and customize each client’s
long-term care plan. For example:
■ Critical features include guaranteed
renewability, coverage of all levels of
nursing home care (skilled, intermediate
and custodial), and benefit triggers that
recognize medical, functional and cogni
tive impairments.
■ Desirable features include lifetime
coverage, inflation protection and reim
bursement for assisted living facilities.
■ Elective features include home and
community-based services, respite care
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and case management.
Avoid stand-alone home care, tempo
rary rate guarantees or underwriting that is
done without an attending physician’s
statement.
You can replace a mediocre policy or
purchase additional coverage if you
remain healthy, but you can never again
buy at your current age-rate and you may
lose your ability to qualify depending on
future health.

Rule 5: Demand Quality and Pay the
Price
Long-term care insurance is like any
thing else. If you do not know what you are
doing, you can pay too much for what you
get or too little to get what you need. Your
best protection is the analysis and advice of
a knowledgeable, trustworthy long-term
care insurance professional. But here are
some important touchstones to apply.

New Practice Handbook
The AICPA Personal Financial Plan
ning Division has published the 1995
Personal Financial Planning Practice
Handbook. The 500-plus page hand
book, which will be revised annually, is
designed to address the many diverse
issues of importance to CPAs providing
PFP services. Major topics include the
PFP process, practice development,
engagement management, marketing
and selling PFP services and profes
sional standards. The handbook also
contains helpful checklists and data
gathering forms, a PFP work program,
a sample business plan, sample corre
spondence, practice resources and a
diskette with most of the forms, check
lists and letters found in the handbook.
PFP Section members were mailed
the handbook in late July. Others may
order a copy from the AICPA Order
Department at (800) 862-4272, sub
menu #1. Request product no.
017107. The cost is $60.00 for AICPA
members, $66.00 for nonmembers.

AICPA PFP Division

■ Long-term solvency is critical.
Expect a high financial rating by services
like A.M. Best.
■ Accurate pricing requires solid actu
arial experience. Exclude any company
that has not been in the business for at
least five years.
■ Reputation counts. If you buy from
anyone other than the five or six industry
leaders, make sure you have a very good
reason for doing so.
■ The past is prologue. Never buy from
a company that has ever raised its premi
ums or that refuses to disclose its claims
payment history.
■ Access to quality care is vital. Do not
coordinate benefits with a public program
that has an uncertain future like Medicaid.
■ Customer service matters. Always
query an insurance carrier’s procedures
for claims submission, reimbursement and
case management.
Do not be intimidated by high premi
ums. How much would fire insurance cost
if every tenth house burned down? Be cre
ative. Help your clients find the premium
dollars they need for quality coverage.
Can they tap home equity with a reverse
annuity mortgage? Could the heirs who
will inherit their wealth help to insure
their parents’ estate? Are your clients pay
ing premiums for excessive life insurance
or Medicare supplemental coverage that is
no longer as critical as long-term care pro
tection? Most of your clients can afford
quality long-term care insurance provided
they buy it when they are young and
healthy enough to qualify.

Be Careful
Advisers of the elderly who do not spe
cialize in long-term care insurance should
not attempt to achieve technical mastery
of the field. The industry is too complicat
ed, and it changes too fast. Rather, you
should consider learning the basics, so
that you can—
■ Trigger your clients’ awareness of
the need for protection,
■ Select a few professional, long-term
care insurance specialists to work with,
and
■ Refer clients to them for help. ♦

PLANNER
Practice Profile:
An Interview With
Virginia Stanley
Virginia Stanley, CPA/PFS, CFP, of Stan
ley and Associates, Albuquerque, NM,
and a member of the PFP Executive Com
mittee discusses success in providing per
sonal financial planning services.

Virginia Stanley founded Stanley and
Associates, CPAs, a tax-only practice, in
1986. Since 1988, personal financial plan
ning services have been offered in
increasing degrees and now embrace all
aspects of comprehensive PFP services,
including being part psychologist. This
natural outgrowth of Ms. Stanley’s back
ground in psychology and philosophy,
when coupled with the academic training
necessary to become a CPA, has yielded
remarkable results for her during the past
ten years. Recently, Ms. Stanley formed a
second, separate entity (an LLC) that is a
registered investment adviser and will
have insurance licensing. Neither firm
sells products or accepts commissions.

Planner: When did your firm begin
offering PFP services?
Virginia Stanley: We’ve always pro
vided PFP services to some degree. In
1988, however, we began actively pro
moting ourselves as fee-only financial
planners and, since 1991, as comprehen
sive, fee-only financial planners.

Planner: What motivated or influ
enced your firm to get started in offering
PFP services?
Virginia Stanley: The decision to
move into PFP was not so much a con
scious decision as it was an evolution in
the manner in which I was already practic
ing. In this regard, I might have taken a
different route from that of my colleagues.
Probably because of my undergraduate
degrees in psychology and philosophy, I
have always spent a great deal of time
questioning and listening to my clients
and probing for their priorities and goals.

to 80 percent of my chargeable time is
spent providing PFP services. The
remainder is devoted to reviewing tax
work. I also have an associate, who is cur
rently in the Certified Financial Planner
program and who spends half of her
chargeable time gathering data, preparing
personal financial plans, running projec
tions and analyzing them, and the other
half doing tax research, preparation and
review. Five other staff members gather
data, crunch numbers, prepare tax returns
and provide various business related ser
vices. We do no audit or review work.

Planner: Describe your firm’s typical
PFP client?

Virginia Stanley: Most of our clients
are business owners, 35 to 55 years old,
who have adjusted gross incomes ranging
from $75,000 into the millions. Their pri
mary concerns are retirement planning,
investment and insurance analysis plan
ning, estate and business succession plan
ning, education planning and divorce
planning. To remain a client a two-part
test must be passed:
1. The client must be profitable (85
percent of standard or better), and
2. We must enjoy working with the
client. Life is too short. We expect our
clients to be pleasant, willing to be patient
with the process and responsive to our
requests. If it is my “sense” at the initial
interview that this is not probably going to
be the case with this potential client, I
refer them elsewhere.
Planner: Describe the typical PFP
engagement; that is, how long does it last,
what kinds of questions do clients ask and
the like?
Virginia Stanley: There is no such
thing as a typical engagement! Each
engagement is unique and usually depends
on the level of education the client requires
as well as the client’s own level of sophisti
cation and organization. We promote the
value of what we do by educating our
clients rather than by providing a “prod
uct.” The result is a better relationship with
the client and usually more work.

Planner: What percentage of your

Planner: How are you compensated
for PFP services?

time is spent doing PFP?
Virginia Stanley: Between 70 percent

Continued on page 6
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The Docket
CPE programs of interest.

State Societies —
■ Illinois: ’95 Midwest Account
ing & Business Management Show,
August 29-31, 1995 (stop by the
PFP Division’s booth), Rosemont
Convention Center, Rosemont, IL;
up to 27 CPE credits, $195 (three
days), $120 (one day), $40 (two
hours),$25 (one hour),$240 (tax
update plus seminars).Show Hotels:
Holiday Inn O’Hare International
(798) 671-6350; Hyatt Regency
O’Hare (708) 696-1234; Radisson
Suite Hotel (708) 678-4000. For
further information call Rhonda
Watson, Illinois CPA Society/Foundation, (312) 993-0407, ext. 264.
■ Missouri: Insurance Confer
ence—Monday, August 21, 1995,
Comfort Inn-Westport, St. Louis,
MO; 8 CPE credits, $175. Contact
CPE Department, Missouri Society
of CPAs: (314) 997-7966.
Advisor’s Mega Conference—
September 21-22, 1995, Ramada
Inn/Henry VIII, St. Louis, MO; up
to 16 CPE credits, $165 (one day),
$295 (two days).
■ Michigan: PFP Conference—
Friday, October 27, 1995, Livonia,
MI, 8 CPE credits. Contact Confer
ence Department, Michigan Associ
ation of CPAs: (810) 855-2288.

■ Pennsylvania: Advanced Per
sonal Financial Planning Work
shop—October 19-20,1995, Hotel
Hershey, Hershey, PA, up to 16
CPE credits. Contact Jennifer Sgro,
Pennsylvania Institute of CPAs,
(800) 776-2721 (PA only) or (215)
735-2635.
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Practice Profile
Continued from page 5

Virginia Stanley: At the initial plan
ning meeting with the client we discuss
the process, the interrelatedness of plan
ning information and the potential fee
range (our hourly rate ranges from $95 to
$150). If the engagement is with a new
client or is a divorce engagement, we
request a reasonable retainer at the time
the engagement letter is signed and the
client receives the questionnaire. If it is an
existing business client, we bill monthly at
our standard rate. In the latter case, we
send a summary letter to the client that
also serves as an engagement letter.
Planner: How do you market your
PFP services, and where do you look for
clients?
Virginia Stanley: We only actively
market our current clients. This is done by
constantly reminding them of how good
we are, what we have accomplished and
how our services relate to their own prior
ities. As a result, 80 percent of our new
client referrals come from current
clients—there is no hard sell, no advertis
ing, no Yellow Pages ad and no seminars,
except for those we give for current
clients, who are invited to bring guests.

Planner: What challenges did your
firm face getting started in PFP?
Virginia Stanley: My greatest person
al challenge has been the time commit
ment, including the normal time associat
ed with growing a practice, education,
examinations, setting up new systems and
procedures, learning to use software,
keeping up with new products and being a
wife and mother.
Planner: How soon did your firm
become profitable in offering PFP?
Virginia Stanley: Our firm proceeded
a little differently from many other firms,
which seem to become profitable in one to
three years. We began offering PFP ser
vices in stages. We probably did three to
six segmented plans in each area before
that area became profitable. We’ve always
been profitable in providing comprehen
sive PFP services.
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Planner: What is the key to providing
PFP services profitably?
Virginia Stanley: I am convinced prof
itability depends on knowledge, systems
and making the right software choices.
There is no substitute for education. I
take every CPE opportunity available that
addresses my needs and I seek help from
other PFP practitioners with more special
ized knowledge.
In establishing systems, I found it help
ful to start a PFP print resource indexed by
topic. As I come across articles, blurbs,
planning ideas and worksheets, they get put
into a binder. At a moment’s notice, I have
access to information, techniques and
names of individuals who might help with
a particular problem. Another file contains
copies of plans from other planners—great
for new presentation ideas. A third file con
tains examples of correspondence from
which we have developed standard para
graphs for inclusion in letters as needed.
I’ve not found one, two or even three
software systems that combined fit all our
needs. We have over twenty programs in
total and use four to develop most com
prehensive plans. I recommend one inte
grated program, such as Exec Plan, to tie
all the segments together. For more
detailed analysis in other areas, we have
additional programs, such as Frontier
Analytics Asset Allocator for investment
work, BNA for estate planning and
Money Calc for some clean number
crunching schedules. Because of how our
PFP services developed, we started with
the segmented programs and worked into
comprehensive. I would recommend, if
money allows, to begin with a good com
prehensive program and work into more
detailed segmented software
Planner: What do you find most
rewarding about offering PFP services?
Virginia Stanley: At one point not too
long ago, I questioned just what I was
doing. But then I realized that I care about
people. So when a client burst into my
office and hugged me because he acted on
a simple but specific recommendation that
saved his entire net worth, I knew exactly
why I was providing PFP services.

Planner: How do you assess the future
of PFP for CPAs?
AICPA PFP Division

Virginia Stanley: Listen to your
clients. Find out what is important to
them. Then tell them in no uncertain terms
why you are or arc not the best person to
provide the services that relate to what is
important to them. If CPAs learn to do
that, while armed with the education, sys
tems and software, PFP can be not only
rewarding but extremely profitable.

Planner: What advice would you give
CPAs considering offering PFP services?
Virginia Stanley: Choose your clients
and employees well. Take care of both.
Educate yourself through colleague con
tact, PFP Section materials and activities,
state society activities and other organiza
tions, such as LINC Society of CPA
Financial Planners.
If you are not sure, take the AICPA Cer
tificate of Educational Achievement courses
or other CPE programs, such as those that
make up the Certified Financial Planner edu
cation program. Even if you decide against
pursuing PFP, they are great CPE courses.
Try to attend the PFP Annual Technical Con
ference. For the price of that conference, you
can save thousands and make thousands.
If your answer is yes and PFP is for you,
volunteer. Become active in your state
society and the AICPA. I am active,
because I know volunteering is by no
means a one-way street. It has greatly con
tributed to building a successful practice. ♦

New Guide to Registering
as an Investment Adviser
The Guide to Registering as an Invest
ment Adviser has come off the presses
and is in the mail to you. The text ana
lyzes the question, When do I have to
register? In addition, it reviews the regis
tration process and provides both a blank
copy of Form ADV and a completed
example. The exhibits also contain a
model advisory agreement (engagement
letter), text of applicable law, SEC rules
and SEC staff letters. Additional copies
are available at $28.00 for AICPA mem
bers and $32.00 for nonmembers. To
order call the Order Department at 1800-862-4272, submenu #1 and ask for
product no. 017206.

PLANNER
Some Practice Management Considerations
of Registering With the SEC
by Phyllis J. Bernstein and
Murray B. Schwartzberg
Phyllis J. Bernstein, CPA, Director, and
Murray B. Schwartzberg, Esq., Technical
Manager, both of the Personal Financial
Planning Division, review some of the
administrative matters facing a CPA regis
tered as an Investment Adviser.
Once you make up your mind to register
with the SEC as an Investment Adviser
(RIA), you subject your financial planning
practice to a regulatory structure beyond
that to which you are accustomed as a prac
ticing CPA. Once you register, you have no
choice but to make sure your practice fol
lows any rules the SEC or your state regu
latory body imposes.
In addition, as a general rule, if you
have investment discretion over client
funds, you will face more stringent regula
tion. This article will briefly review some
of the more important practice considera
tions that follow for RIAs.

Annual and Other Reports
Each year, you must file with the SEC
and appropriate state authorities a Form
ADV-S within 90 days of the end of your
fiscal year. If your practice is on a calendar
year, this imposes the burden of complet
ing each year’s Form ADV-S during busy
season. In addition to the annual filings of
Form ADV-S, if there is a reportable
change in your practice, you must immedi
ately file an amended Form ADV.
Practice tip: Consider making a mem
ber of your firm responsible for all SEC
and state filings. This would include gath
ering the necessary information, including
any required financial statements. This
same person should also be prepared to
manage possible SEC or state audits.

Fees
RIAs have to establish a fee structure
that is part of the information that must be
provided to clients and prospective
clients. Thus, regardless of the fee struc
ture adopted, your clients will have to
receive the details in writing.

Engagement Letter
(Advisory Agreement)
As an RIA, you must have an engage
ment letter (advisory agreement) with
every financial planning client. This dif
fers from normal practice as a CPA, in
which an engagement letter is recommend
ed, but not mandatory. At a minimum, the
engagement letter must provide that:
■ The client’s consent must be obtained
prior to any assignment of the contract.
■ The client must be notified of any
change in principals of the RIA.
Provided these elements are included in
the letter, it can be otherwise customized to
meet the needs of your practice. Thus, it is
possible to create standardized letters to sim
plify administration of your engagements.
Risk Management
Before embarking on providing clients
with investment advice, you should review
your errors and omissions policy to deter
mine the scope of its coverage. Depending
on the facts and circumstances of your
practice, a special policy with coverage
beyond that found in the normal errors and
omissions policy of an accounting practice
may be necessary. See the sidebar for
insurers writing this specialized coverage.
Practice tip: You should consider
reviewing your practice and recordkeeping
procedures, possibly with legal counsel or
a compliance consulting firm, to determine
the best way to manage the risk.

Posting a Bond

Confidential Information
As an RIA, your financial planning
practice is subject to audit by the SEC and

Many states require a bond to be post
ed if you have discretionary investment
authority over client funds. At the present
time, there are no similar federal bonding
requirements.

state securities personnel. When the auditor
shows up, you will have to make available
to them for review the files of their choice.
Practice tip: Have in place an effective
separation of your financial planning files,
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which are open to inspection, from your
nonfinancial planning files, which are not
open to inspection. Color coding systems
and physically separating financial plan
ning files from other client files are two
methods used to achieve the needed sepa
ration.

Policies and Procedures
To assure that the many SEC rules and
regulations governing your practice as an
RIA are complied with, you should con
sider creating a written Policies and Pro
cedures Manual. At a minimum, the poli
cies and procedures you establish should
cover the following subjects:
■ Ethics
■ Insider trading (including personal
securities reporting procedures)
■ The selection, training and monitor
ing of personnel
■ The types of clients to be accepted,
the level of service to be provided and the
number of clients per professional
■ The selection of investments and the
assessment of investment risk, including
suitability of the investment for the client
■ Books, records, state registration polContinued on page 7

Insurers Covering Investment
Advising Activities
Camico
(For California CPAs Only)
255 Shoreline drive, 3rd Drive
Redwood City, CA 94065
(800) 652-1772

Financial Services Mutual (FSM)
Insurance Company
(For RIAs only)
540 Hopmeadow Street, Suite 16
Simsbury, CT 06070
(203) 651-6131

Frontier
c/o Norman/Spenser Inc.
377 Butterfield Road, Suite 260
Lombard, IL 60148
(800) 842-3653

Liftman Insurance Inc.
101 Federal Street
Boston, MA 02110
(617)439-9595
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advertisements together with any other
information related to the advertisement
that you think is pertinent.

Continued from page 7

Conclusion
icy, annual filings, disclosure delivery,
solicitors, advertising and the FCC Tele
phone Consumer Protection Act of 1991.
Practice tip: Once your Policies and
Procedures Manual is in place, you should
consider establishing a regular review
procedure and, if necessary, the methodol
ogy for monitoring compliance with your
Manual. If your firm is large enough, it is
possible that a partner or a committee be
assigned this task. In addition, whoever
assumes this task should also be prepared
to act as a liaison with the SEC or state
auditor in the event of an examination.

Advertising
The SEC has promulgated specific
rules governing the type of advertising an
RIA is permitted and what constitutes
advertising. The SEC has a broad defini

tion of which communications constitute
advertising. They include any communi
cation addressed to more than one person
that is related to securities, the purchase or
sale of securities or any investment advi
sory services related to securities. Among
the types of advertising prohibited are:
■ Testimonials about an RIA or the ser
vices rendered by the RIA
■ Except for certain specified cases,
references to specific past recommenda
tions that would have been profitable
■ Any untrue statement of a material
fact, or any statement that is otherwise
false or misleading
Practice tip: Because, SEC and state
examiners have made it a point to review
the advertising file of RIAs, you should
make sure that your file is kept up-to-date
at all times. It should contain a copy of all

At first glance you might be bowled
over by what seems to be an inexhaustible
list of new procedures that have to be
adopted to meet the needs of registration.
However, if your practice already has wellstructured practice management proce
dures in place, adapting to the additional
registration requirements should be a
smooth ride. You should not be rattled by
the special reporting requirements related
to Forms ADV or ADV-S, because your
well-organized practice would already
have the various filing systems and engage
ment letter (advisory agreement) proce
dures in place. The main difference isthat
these procedures are now mandatory.
Incorporating the required procedures into
your practice can lead to improved delivery
of services to your clients, while possibly
reducing exposure. ♦
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